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Macroeconomics, Microeconomics, and Institutional Governance %
™

Relevance of Industrial Policies within the economic sphere

By Jlaal) & Lo lial) clubuad) 43aa]

= Private Sector Governance Galil) g Uadl) daS ga
= Corporate Governance CalS ) das ga
= Network Governance LSl das ga
= Public Sector Governance alal) £ Uadl) 4aS ga

National, Regional, Provincial, and Local Governance
Alaal) g ApandBy) g Ak ol iy gisal) Jo das gal)



Review of Basic Macro and Micro Concepts =
a9 (A ALaBI Aulal) aaliall (i) i .

= Aggregate Supply and Demand qllall g o2l (Alaa
= Macroeconomic Instruments (A LBy ) gaf
= Currency Exchange Rates cMand) (i pa el
= Monetary and Fiscal Policies Allall g Aa81) cilulpal)

Elasticity of Demand and Supply bl g (la jal) A3 g 10



Industrial Policy %
e lial) dubluud) .

= |ndustrial Policy constitutes government measures or attempts to:
Y glaa o) dagSald) Ll (&S dse Lial) dulud)

1. Enhance the competitiveness of domestic firms and promote structural
transformation; As such, industrial policy is not about industry per se, but
could qualify as incentives for manufacturing in agri-business, medical

devices and equipment, pharmaceuticals
L e ] ¢Say duslalidabad] g ¢ ASagd) Jgail) 3 jad g dnlaall il pill Audlil) 3 a8l 3 s
) puaniicall poiaali g dgadal) Cilanall 9 3 3¢l g S )3 aaiuaill 8) gaS de ganas
LNl
2. Encourage the mobility of resources towards specific sectors considered
critical for economic growth

$AuaiBY) galll Aol yiiad Sadaa cilolhd gad o ) gal) JAT asad



Industrial Policy %
Lelial) il :

3. Restructuring policies to promote a more dynamic productive environment
for industry-wide and manufacturing sectors

aiaail) g dslial) o Ul Aaiia LSualipn ST Ay G jai! Cilaalpn AIA Sals)

4. Supporting “infant industry* through varied measures, such as trade policy,

science and technology policy, public procurement, poI|C|es affecting
foreign direct investments (FDI), intellectual property rights (IPR), and the

allocation of financial resources
a stad) Cilaslrnddl g c‘\.uh.d\ docludd) du (de gila Lyl A (e MALEL cleliall! s

¢ bydilial) dnial¥) &) jlafiiu) uk- 5 Al Clabaad) (dalall by sidial) o L ol o<l g
ULAS‘ AJ\jAS\uMJcMJSﬂ\‘USld\dJAAJ

Sources: Krugman and Obstfeld (1991); Rodrik (2004); Wade (2010); Cimoli,
Dosi and Stiglitz (2009); Chang (2009)



Why Industrial Policy 2
de Lial) ) 13l )

= First, industrial policy rests on the proposition that structural
transformation of the manufacturing sector is a necessary condition for
sustained and inclusive economic growth

deliall pUall ASiel) Jgaill ol JHAY (i) Y1 o 2l duelia duabad Al Jad) g
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= Second, government action is necessary to promote structural transformation

M‘d}ﬂ‘ﬁﬂ @JJJA.AJAi‘;AJSAM Jand) (Luill



Market Failure %
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= |n the past, the justification for industrial policy in developing countries reste
on the need to protect infant industries. However, in recent years, the economic
case for industrial policy has focused on either the need to counteract market
failures, or more broadly, the need to address systemic failures and build
capabilities

ey Al cleliall dlea o 385 GlS Aaldl) lald) 8 dslial) dulsad) g 4 ¢ bl A
CIBLEA| dgal ga b g i o Ao liall dubpad! Ayaluandy) Alad) i3S (3 Al &l giadd) b ol
il Jall) ol g Adai V) Judd dgllaa B9y Ao pwg) (GUai Ao gl (gl

= Market failure is an economic term which describes a free market condition in

which allocation of goods, services, resources and services is not optimal or
does not lead to equilibrium

3 ) gall g cilaadd) g adead) a5 g5 (A B ad) (§ guul) Cluay A (aLaiE) mlbiaa 4 (§ guall (GLESY
A gla S ARy sl

= That is, there exists another conceivable outcome where market participants®
gains from that outcome would outweigh their losses

W il §o85 9 (Gomd) (A Galalaiall GuudSall () Cus @iliill AT gual llia
(Soludo, Ogbu and Chang, 2004)



Market Failure %
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= Market failures can be viewed as scenarios where individuals' pursuit of pure
self-interest leads to results that are not efficient — that can be improved upon
from the societal point-of-view (contrary to the “invisible hand” concept)

L) 401X daliaall e _BY) i) Cua cila g laa g 6 oad) CBUEL o g3UY) ¢Sy
A7 Jasad BNA) (o) 5 (pe Adali paliaall (pa Lgwad (Say Al - Alad i il ) 53
(“Asie il
= Sources of market failures: information asymmetries, non-competitive
markets , externalities , or public goods

el gl A JAY) Jal gadl g cApadlitl) e 3 paad) (e glaal) CEDER) 1§ guud) JEE joliaa
dalal)

= Development is fundamentally about structural change: it involves producing
new goods with new technologies and transferring resources from traditional
activities to new ones

& Byaa ciladie U o g shaly 5gd 1 ASued padll Joa Guleal) (A ) gaali dpaiil
s o AT Y Tl AN G 3 sal i gatg Bassall ciln gt i



Information Externalities: Costs of Self-Discovery X\
Gl ) CELASS) CaLSS s cila glaal) pa dua JAT) Sl gl )

= To diversity of the productive process we have to “discover’” an economy’s
cost structure and identify which new activities can be produced at low
enough cost to be profitable (are there other considerations?)

Basaat) Aaddy) paald g Kl A1Cu g Bl Ay "CELEES)" Ll dality) ddead) g ol
(S Al @ lbe) duia Ja) daly ya g duadiie A8 Lgalil) oSay Al

= Private or public entrepreneurs must experiment with new product lines and
technologies with established producers in other countries and adapt them
to local conditions; this is the self-discovery process

L ol il Claa g ZUY) B Basaa Jaghd 4 i dalad) gl dualdd) &y L) ol 0 cea
ddas Craa (e 130 g Aplaall g B aa LglanSi g g AT Olaly (B @l i) g gdiaiiall aa
<Al aléss)

= \WWhen we think about an entrepreneur engaged in cost discovery, we
immediately see the key problem: this is an activity that has great social
value and yet is very poorly remunerated. If the entrepreneur fails in his
venture, he bears the full cost of his failure
SR I sl ) AlSdial) 8l Jo (g 5 (it g (ARISH CILAIS) B & LS alile SAS Ledie
£ 9 iall alia Jdd 13) Aall dbs ja) 88 OY) a9 8 S e laia) dayd 4l (a1 Jaladl
Alid il JalS Jaady 43) JB g (Al jalaa b



Information Externalities: Costs of Self-Discovery X\
Gl ) LSS QST cila gleal) pa dua AT Ja) gall )

= If he is successful, he has to share the value of his discovery with other
producers who can follow his example and flock into the new activity. With
free entry, “entrepreneurship” of this kind produces private costs and social

gains

B 4 £INBY) agiSay Cudl) Cp AY Gaaiial) ae ABLEIS) dad B AS jLd) dglad (laali IS 1))
Gl 1 a5 £ sl 1A e 0lee Y Bl ¢ (G amad) A Jodal A g aa  aadl Jall)
deldia) ulSa g dald
= Whole industries often arise out of the experimental efforts of lone _
entrepreneurs. Garments in Bangladesh, cut flowers in Colombia, IT in India,

and salmon in Chile (with a state entity acting as the entrepreneur in the last
case) are some of the better documented cases

o 098 9 (s 8 (DLl 3 BN A il 3 ggad) (e L La 1 S LglS cile Ll
olhgéz\aM\ujﬁ\)&&géoM\ la g cél@i\géﬂuju\%jﬁj Lsa ol oS
Judad] A%y oy A8 gal) AL (e ity A (BAY) Alad)



Industrial Discipline Through Penalties and Incentives N A
38 sad) g cily gial) DA (e liall bl )

= Carrot and Stick approach: Since self-discovery requires rents to be
provided to entrepreneurs, one side of the policy has to take the form of a
carrot

AV qilall (Jlas¥ a1 g el g ads qallaly @A) GLESS) o Layg 15 jadl 5 Luaad) g
(18000) laadia (198 O g Aupad) (1

= This can be a subsidy of some kind, trade protection, or the provision of
venture capital. The logic of the problem requires that the rents be provided
only to the initial investor and not imitators

Ghiall | g laiiad) Jlall (il b g8 o et ddlaa g cla £ g8 (e as Al ()9S O (S 18
G ARall g JJY\JMM“Q\J@\J\” J.'.‘AJS?:.‘.OQ@J?.



Carrots and Sticks %
Laxl) g 5 jall h

= To ensure that mistakes are not perpetuated and bad projects are eliminated,
these rents must in turn be subject to performance requirements, such as
requirement to export

W 22 a9 oda (3685 () g Aad) 2 jldiall (e i) sy g pUadY) ) jaladd 2t Glasal
el Llae o Lof i) Jia cpla¥) clathaial daua

= |n other words, there has to be a stick to discipline any abusive or opportunistic
action by the recipient of the subsidy; East Asian industrial policies have
typically had both elements

Ao alicaal) J8 (o (g 5L 9l (Al ) ) (o) ol Las ellia (5% O g < A Bl g
abind) 03 IS Lot LS A8 L) 4 gl de Liall cilbulud) g

= Government should know the difference between picking winners and
recognizing losers, that is to say which enterprises are succeeding and which
ones are failing (relevant for SOES)

Ga ) s AL o) U dles 8 cpldilad) g adalil) Cp (GAN Ciad O AagSall o qa
(alad) £ UnRY) il p& £ Al daciilly aga) Jdidy o) gady culs )



Institutional Shortcomings %
gﬁ MJAM J}«Aﬂ‘ h

= Poor countries remain poor because markets do not work as well as they could
to foster the structural transformation needed

Guothall AGel Jeaill Gaal s S8 Jaad ¥ (3 gul) Y B 88 L85 3 88N latal)

= Government failures and institutional shortcomings in protecting property
rights and enforcing contracts can also be serious obstacles

Graeay Lyl 3 gad) At g Llal) (3 g8a dlaa Jlaa (A (5 L sall | gualll A gl 9 4 gSal) L3
b _yubad cilise
= Countries such as South Korea, Taiwan, and China have developed by new

policies that overcame the market obstacles that their investors faced in
modern tradable industries, not by suddenly perfecting their institutions

Y Bonad) il o Lgad ) gulit Bagaa Sl el 9 () g3l g A siad) Ly o8 e J g2 g
*’Mﬂ@ﬂ‘ PA@WS\ éthCP ol g c@)\@ﬁ\ Jaal) &bM@L@Jﬁ"M‘\@\ﬂ



Macro and Micro Perspectives ”
il A A Cilga :?!

= While there is no blueprint for industrial policy making, an Industrial Policy
(IP) plan can be broadly defined as a country’s strategic framework for
supporting the manufacturing sector

dbd iy a0 Sy (S JS & Lo lial) clulaad! aa g abadia A (ud 43) (e a8 Ml g
Slall gUhdl) ac Al ) i) JUalS ad gl Lalinay duelial) Auluud)
= The basic infrastructure of an economy includes the energy industry,

transportation, and telecommunications, which together constitute an
Important part of the manufacturing sector

gé JSEd (All g claiNl g ¢ Jadll g A3lal) deliva Jady ala®U docluly) dgbadt) 40
Sliall gUadl) (e L Is Ja Lge sana
= Macroeconomic policies are economy-wide while industrial policies are
sector-specific

Gl e flal delial) dulad) Laiy AlaaY) LBy Jlaa Ao AU S slai®y) cluluw
Laaills cile Uadl)



Macro and Micro Perspectives %
s A B clga

= Economy-wide policies could be taxation or monetary/fiscal policies; examples
of sector-specific policies include trade barriers and subsidies (protecting the
manufacturing sector from foreign imports and supporting export industries)

Cilabaad) (pa ALia) (pa g cdadlall [ 400850 cibabaad) g cuil pal) Jia Alaa¥) SLaiBy) clulin
Cre Aaly gall) cileliiall Aglaad cilile ) g 4y ladll Ja) gadl Jadd 48 3aiaa cileUaly dilaiall
4 il cleliall asa g dial) cla i gl

= Import Substitution Industrialization (ISI) places restrictions on certain key
sectors, such as manufacturing, to provide the needed time and space for
learning and maturity, before exposing the protected industries to the rigors of
the international market; examples will follow on Korea and other Asian
economies experiences with ISl

Ay gadl) clelial) Jia (A ) cleUall) oy o 13 g8 auday <l gl gl Bla) DA (e asiaadll
(Al gl) (3 puud) B gl dranal) cleliall U2 20 S8 (g guall) g alaill o P CBgl) 8439

RV JUARYEN | $93 (0 L 9 4 gV QQJMﬁY‘QAL&J&JQJJS&&?@ﬁJ}AJ
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Varied Aspects of Industrial Policy Making %
doe Lial) dluad) ) g )

= A meaningful and effective industrial policy should be conceived within a
compatible macroeconomic environment conducive to industrial development
A ALaBY) Ay Cpana e lial) Alad g A30la duelia dulsw ) guai 59 pa ry Lo 98 g
dslial) 4palill § jdaa g

= The experience of the so-called Asian Tigers, such as Hong Kong, Singapore,
South Korea, Malaysia, and Taiwan. Their experience will shed light on
government industrial policy making and the resulting economic growth

¢ gudal) Jalows (3l g g L Julla g A gl Ly 98 9 8 ) phliin g A 98 A g8 Jia e gua¥) gl 4y
suaBY) galll Aol i Uy d gall Ao liall dulad) pia Llee o

= |ndustrial policy-making and industrialization in developing countries has not
been a rewarding experience and did not achieve the expected transformation
of their economies.

b adsial) Jaatl) (ghag alg 4y o 4300 (S5 Al dalll) Glald) (8 iialll g delial) cilusbydd)
(PRARIIOEVY

Source: Pack and Westphal, 1986; Rodrik, 1995)



Varied Aspects of Industrial Policy Making %
doelial) dlud) ) g )

= Government-facilitated industrial development and the debate on effective
industrial policy remains largely confined to issues pertaining to improving
costs of production and factors of efficiency (Hall, 1986)

o omS A ) B geana JI Aladl) e Lial) dland) J o (B 5 d e gSatide Lial) dpalil)
(1986 <Jsp) Jal gall g BelaS! (pamal g Applidy) CASIIL Adlaial) Ll

= A new industrial policy should be considered within a more comprehensive
productive development strategy which seeks to enhance capital and
knowledge accumulation (UNCTAD/UNIDO 2011), and in turn promotes an
innovative environment for industrial policy making

Al g ¥ gadi JAS) Apaliny) Apadil) dpand) sl ) (8 Baaad) delial) dulpal) & B3N ol g
B S Adyy 3Jag 093 138 5 (2011 sig) 9 LS gh ) 48 jmall aS) 53 g Jlal) gl Sa oS ) s
Aol Cilubaad) aiual
= How is innovation defined? All definitions focus on creativity and the
implementation of new ideas for enhanced performance

£ 10 Ol Bagaa 8] i g Ay o 38 50 iy el asan €SI Gy ol ol (S



Innovation %
sy "

= Should innovation be a private sector, public sector, or a public-private
partnership initiative?

CrpeUall) o AS) 5 3 jalua gl calad) gUARY (aldl) pULRY Gailad (re LYY (68 O ceaa JA
fualddl g alall
= The market economies of most developing nations have been characterized

with inefficiency, which allowed governments to step in and play a bigger
role in industrial policy making and implementation

Gl g JANEL Cila gSal) e Laa deligl) aae @Z\.)Au\ djﬁ\e&dw\ i alatd) Coand) 48 g
34T g Ao lall dubpad) aua A i) g0

= Such implementation (of industrial policy) can involve preferential treatment
and incentives which aim to promote industrial growth of one or more
sectors in an economy

A Bagh Al 38 gad) g Aduial Alalaa o g ghall (e liall Auladl) 0da Fia 283 ¢Sy
Lol A cileUal) JiSi i aal g e Sliall gall) ppads

= (Adler, 1989; Padmanabhan, 1993)



Industrial Policy Instruments &S A
Ao Lal) dulad) &) gal )

= |ndustrial policy instruments such as tax policies, public sector procurement
rules, export assistance, foreign trade policies, and investment policies all

serve specific purposes in an economy
Baclucal) apalli g (£ Unll) dalal) iy fidiall 2o g8 Ay puiall Cilubaadd) Jia 4o Lial) dabpaad) & g
Laid) B Basaa (al S aran addd L) Cilabaw g daa JAT) 5 il cluliw « paaill

= |nstruments such as subsidies (for failing businesses) may be inefficient, and
subsidies are considered by some economists as a recipe for increasing
government control, detrimental to market efficiency
Baly ¥ ddia S (pualaiBY) (aamy JB (pe cilile Y] uindg Allad & o) oS8 clile ) Jia il gaYyl
‘_'éy.ul‘ 3¢L§SSSJU'4J,\SﬂgAJ c:\.AJSAJ\'o'Jh.-)M
= But is it conceivable for governments to enhance market efficiency by

supporting and rewarding private sector industrialization while gradually
playing the roles of facilitator and arbitrator of disputes?

A Lady Galdd) g Uall) aiual 3la g acd VA (pa (G guud) BplES Gy il cila gSall Jiay Ja oSl g
fele Jliall aSaall g juusal) ;g3 Guady Liny



Role of Private Sector in Innovation A
JSEN A Galdld) pUadl) g0 )

= Private sector-led industrial development focuses on innovation-driven
industrial policy to foster skills upgrading, enhancement of industrial growth
and production of quality exports, with lessons drawn from the experience of
developed countries

salll ae3 g (il jlgall (5 ghua Ju3ad B SN o S5 5 (aldl) g Ukl e daglil) de Liial) Al
dadiiall Jgall :\..Uéﬁ Cra dAlacal) (i g sal) &a c@\.ﬂ‘ 3 gadl iy &) jalall &) gé ‘;GU.«AS\
= |t explains why industrial policy-making must address the pursuit of
Innovation as a prime mover in economic development to put in perspective the
Importance of innovation-driven industry policy

daalil) A o) & aalls S L ¢ 55 O g dslinall cilulad) a1 3al judy La 12 g
4o lial) duld) pia & LY) 4ar] ) gliia i gl g Agaliaidy)



Evolutionary Perspectives of Industrial Development X\
s liall Adpalill 4y ) ohi a3 cilga g "

= To provide evolutionary perspectives of Singapore’s industrialization
process since independence from 1960s to 1990s, it analyses the industrial
policy thinking behind the different stages of industrialization that has
helped build the nation to its current state of economic development

Adld (climudl) ) ciliiad) cpa LG da b gdlai B aniail) dgdaad (5 5l ) glaia yib gil
daY) el b cnelu Ally (e ABLA Lol o o Lo liall dabad) Jlay ) glaial) 138 ol&
e Alan®y) daiil) cra Al Lrila g )

= [t also describes the new wave of Singapore’s industrialization in support of

innovation, as articulated in its Innovation Manifesto. Finally, it concludes
with the new challenges of industry policy-making

JSEN) Gl (8 g LaS S acal B ) gilaia & adial) (re Basda Ay g Ciuay LaS
Cilabaad) dsLiall 3asaal) cilpaail) aTidy ¢ ydl g



Evolutionary Perspectives of Industrial Development X\
s liall Adpalill 4y ) ohi a3 cilga g "

= |n a public sector setting, it is the development and implementation of new
processes, methodologies, and models to enhance industrial policy making and
delivery of goods and services

Joadl delia CJLAAJ cilbiagle g dlaa cililas Al g =X gﬁ KPP gﬁj‘ew‘ &Lhﬁ\ k) gﬁ
Sladdl) g aduad) agadh g Slslid) i

= Selective intervention strives for a “middle way” stance to industrial policy-
making, which is neither a completely “hands-off” industrial policy nor an
industrial policy of laissez faire, but one which intervenes “selectively”

228 Ll Cand 3 g el Uinaall ciloayedd) ama ) i ga Mo gl) gy lall" ) add (AEEN) JA1)
AR SR 3 Bas) g (S1g (JAN ade ¢ya dueUia Al ¥ g D liall Adbuad) M Ja3)

(Goh, 2004b)
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% % Evolutionary Path of Singapore’s Industrial Policy Experience |
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STATES 5

= Political stability and good governance were important structural factors
responsible for Singapore's success. For more than four decades, from 1959
till now, the People's Action Party was the dominant ruling party under the
consecutive leadership of three Prime Ministers

RS B giladi lad 0o A gigenall dalgd) ASugt) Jal gl ad i ) aSad) g pibpaad) ) 0N
1o gl aSlal) Al Jae il s S (OY) (a9 1959 ale (e cagie day ) (1
SN 3y sl gy DG BaLd cad ) 6l

= Despite a shared opinion regarding the positive relationship between
industrial policy-making and economic development, it is also known that
industrial policy may be a hindering factor to industrial growth and
economic progress if not formulated and executed effectively

daill) g Lo lial) clabsad) am ) (o Alaay) ABaY) (LEy & i o] (e ad ) Ao
adill) g oliall galll Wile (4S5 8 delial) dudaaad) () JWBy Liag) (1 g cAgalaidy)
Allady AT g audal ol 13) (g aLaiBY)

Sources: Goh, 2004b; Rodrik, 1995; Pack and Westphal, 1986; Trezise, 1983)
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STATES 5

Labor-intensive Industrialization of the 1960s

Slifiad) 8 apiail) Ales AU

Export-Oriented Industrialization of the 1970s

Slimaad) B uaaill da gal) apiuall)
Cost-Competitive Industrialization of the 1980s

Ciliilall) b aiaill dudlinl) aatsl)

Enterprise Development Industrialization of the 1990s
Cilaadl) B il i gal) dsalill

What is the new wave of industrialization of 2000 and beyond ?
fo203 Lag 2000 bt piaill (pa Bt daga A La



Labor-intensive Industrialization of the 1960s =N A
cligiad) & adail) Ulas dilis .

= Unlike other economies such as Indonesia, Malaysia, Thailand and the
Philippines, endowed with a rich base of natural resources, Singapore is has
no natural resources base

@'93.:9@JJ;J&AMJM\JQ}QLAJJSMUJMJ&\JLcsjiﬁ\i\ oty (use o
dadal) 3 ) ga Bas 18 Lgadl da g Y 5 gdlaiud (dumuidal) o ) gall (pa

= The Singapore government embarked on a pragmatic industrialization
process through labor-intensive industries, primarily focused on remedying a
severe unemployment problem, thus bypassing social/political unrest
Ulead) 485 Cilelia sl Llee 4dadd PR (0 pdiiall) Alas b 4y glaied) da gSall ce L
doelaia) clyl jhad) (pe A La g Adlall of 3alad) JSUial) dadlaa o J6Y) aliad) 8 <0 5
Al g
= Little or no priority was given generate an innovative culture within the
population and labor force

Ada lad) (5 g8l g ClSaal) Ca SIOUL 4 S8 ABLES il il Ay o1 gY) daas o
(Tan, 1995; Wong, 1995)



Labor-intensive Industrialization of the 1960s =N A
clifiad) & adal) Ulas 4ilis .

= Singapore avoided the creation of a socialist welfare state and followed
labor-intensive strategy of industrialization and boasts of being the first
developing country to enact fair labor legislation

(A9 foriiaill Al S dlland) ABUSY Caai | g (,SI_REY) old ) Ad g3 ¢ L&) B ghlades Cugiad
Aale Jas i) g8 g 35 A Al Ay I LSS AL
= This supported the evolution of harmony in industrial development , with
peace and discipline in the practice of collective bargaining, conciliation,
arbitration and the tripartite cooperation among government, trade unions, and
employers
4o Laall dua gldall A jlaay Baluiail g adlu (& (dpslivall dpaiil) b andal) jghil) aca 134 g
Jard) Gl g B g da galdl cp AN ¢ glatll g axSaill g (3.8 5l g

(Wong, 1992; Chew and Goh, 1993; Tan, 1995; Choy, 1983)



Export-Oriented Industrialization of the 1970s =N A
Gl L“,A snaaill Aa gall anialll )

= To enable a new export-oriented environment during the 1970s, Singapore
opted for an inflow of foreign direct investments (FDIs) from developed
countries to increase and strengthen its productive capacity

il lafii) (38ai 5 gdlides LA ccilimud) JNA Al paall) gad dga gall Laa usall
LB 5aat Al ) Aadiiadl Glald) Ca (3 pdlaal) dial) <l jlafiidl) 3 pdileal) 4pdal)
dality)

= How can Singapore attract multinational enterprises (MNC) and their foreign
direct investments to their island economy instead any competing country in
the region?
aiB) A B pdleal) Apa¥) L) jlalin g 8 gdlida Claaiad) Basaiall cilS Hal) Qda (Say LS
edilaial) B Audlitad) Al (of Yoy By jad

= They did so by virtue of Singapore’s strategic location, harmonious climate
for investment and industrial relations, good physical infrastructure, relatively
skilled labor force, and a stable political system
4o lial) g 4y jlafitay) cldall adlita Fliall g 5 gl A Al iuY) a8 gall aSay 13 | glad
Slha b Al g cAlalad) (o gl Lt 3 pgall g cBua Agalal) At} 43400



Export-Oriented Industrialization of the 1970s =N A
Gl L“,A snaaill Aa gall anialll )

= With a productive partnership with the MNCs and government’s
industrialization efforts, the Singapore sailed through the seventies decade
with double-digit economic growth rates, thus ushering in a vibrant and
sustainable manufacturing sector

Bustliia A el caaiail) 3 gga A gSall g cilaadad) Sadaial) CilS pl) aa b jalia 48| i ae
Silelial) pllad L8 iy Ulra ¢ gabai®y) gaill cara (il 5 aa Cilimuad) Siad) A
Aealdiesa g 4 g Al gl

= Also, the industrial structure was expanded to include new technology-based

productive capacities and higher in value-added output

Aalily) cl jabl) La ol gicil) o dailil) Saad) Jadal deliall 4l auw gl a3 (i)

Ul d8Laal) daidl) ga gui g

= The drive to increase capital-driven investments provided the added potential

for capability development, technology acquisition and renewal of
international business practices for Singapore’s industries



Export-Oriented Industrialization of the 1970s =N A
Gl L“A snaaill Aa gall anialll )

= Singapore government’s primary economic objective was to utilize the
MNCs advanced technological base to advance the industrialization process
In tandem with its long-term economic progress

Badaiial) S i) dadiia Bacld (ha BAlETLOU ALl oY) dualaiBY) da gSal) b ) dladuw Ciagd) (S g
sl Ao adfil) aa caia ) Lis aoiiail) Adas LB et laall 4 ol i€l cilaaial)
daalai®y) Sy ghall

= |t hence adopted a selectively interventionist approach of industrial policy-
making, with MNCs playing a key role, to develop a competitive export-
oriented climate

Basaial) S Hadl aa g Clalad) o liall JANi (ha L) Lags cuadic) o Cra g
Fla o) gad dga gall Apdli y ghatll (Lpmasd 5 ) )99 el Ciluadal



Cost-Competitive Industrialization of the 1980s = A
Clilall) b asiuaill dudlial) A8t '

= By the 1980s, industrialization was firmly established in several sectors of
Industry such as electronic parts manufacturing, construction and building
engineering, logistics, and banking and finance. Unemployment was no
longer a pressing social concern of the state

ddigl) Jia delia (pa clolad 3as @Meﬁwuéﬁj clilail) ate JMA
Aallall g Ad paal) ciladddl g cdgian i) ciladdd) g o) Jal el g anul) g aoall) A g i<ty
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= Despite its small size with a population of less than three million, Singapore
enjoyed an average gross domestic product (GDP) growth of 8.5% every year
in the early 1980s

ale JS (8 Adal) 8 8.5 (1 (laall (ol



Cost-Competitive Industrialization of the 1980s = A
Clilall) b asiuaill dudlial) A8t '

= However, in 1985, Singapore experienced a shock in the form of a recession
resulting in negative growth rate of 1.6 % and was attributed to the erosion of
the country’s cost competitiveness and prompted foreign firms to seek low-cost
locations

1.6 il sai Jara ) (531 Laa 3685 JS4 & dadea 3 ) ghlaias cingdi (1985 ale (8 el aajg
Jsaall Loal) cils Hal) adsg L) A ALl Lpadlinl) 5 il JSU ) cuad g oo Adad) B
A8l Ladiia adlga Lo

= The government convened a high-level Economic Committee to review and
consider new directions for sustainable competitive edge in the export market

8 el 3asaal) cilalasy gﬁ LAl g (al iy 441.@35‘2\ 8 Sial) 3.7.35) Z.AJSAJ\ LAJ XYY
adail) 8 g gA da) Yiea ML\S

= They embarked on cost-cutting approaches and emerged from recession by the
end of 1986 with a growth rate of 1.8%

Jira 20 1986 als Ailgd Jolay 35811 (e i A gl g llel) (el o Lgd) e 4
Lall 31,8 sai



Cost-Competitive Industrialization of the 1980s = A
Clilall) b asiuaill dudlial) A8t '

= The government learnt an important lesson from the economic recession:
that it is crucial to be cost competitive, coupled with other economic factors
of production (such as strong productivity growth) and most importantly,
enable firms to implement new cost structures to maintain business
competitiveness

Al AR ua fa Sy e Y) (e Ad) 3 g aaiBY) 39S J) (e Lagea L yd Cuala da gSall
Sl A (pa a9 (A8 AalilY) gad Jia) U (e AT Aala®) Jal o ila )
A jlaal) Apadlin) § a8l o Jalall Sajand) AGICH ISl AT e il )

= Economic measures were thus implemented to support the pursuance of a
cost-competitive industrial policy throughout the eighties

slad] aran & Ao liall dudliall (RS Cilubiad 1085 ac ol Lpaluatd) ) 385 25 Ul g
<Lyl

(Giget, 1997; Tan, 1995; Grossman and Helpman, 1992)



Enterprise Development Industrialization of the 1990s § 2
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= By the advent of the 1990s, it was recognized that export-oriented industrial
policies leave countries in a vulnerable position as the demand for export
ebbs and flows in an intense global competitive environment

@ Ol d 5 eliall paaill gad dga gall cilubad) Gl dil e ) Al ccilimadl) Jgla aa
Apudlinl) Bauad Ay 8 Un g g 13 gua g LS ) jaliall o Qulhal) ¢ dua Clmida (8 ga
dallal)

= As Singapore became more developed economically, its cost-competitive

advantage diminished comparatively and China, India, Indonesia, Malaysia,
Philippines, Thailand and Vietnam

5 e Lt AQ1CHY Gua pa culelial cduala®) dalil) (pa Ladli i) ciasal 3 gdlad (Sia
alild g A 9 Cpaald) g L Jalla g Lpessad 9} 9 gl g Cpanaall g Apuadlis
= These countries were better positioned to by the virtue of their lower

operating costs, cheap and abundant labor, abundance of industrial land and
natural resources, and huge market potential for business expansion

3y g duad ) dldlat) Al g (Auadidial) ddadal) Lgdudlss dAluiadl cylall) oda (e Jud] aula g A
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Enterprise Development Industrialization of the 1990s N
Ciliaadl) A adaill 4 sal) 4paiil) )

= The shift in industrial policy was thus to maximize potential for economic
growth through enterprise development

SR (pa glai®y) gall) Clila) (pa jab ad) (galad AUl g delial) dulsad) 4 J gal) o)l
@JW\ ‘\.iA.u: i

To support entrepreneurship, the government intensified public sector
Investments and spending on the private sector through incentives

SR e paldld) pUadl) o glaY) g aladl pUall ol jlaliin da gSald) CudiS (JleeY) Bl ) ac
381 galy

= On the international front, Singapore’s firms were encouraged to be more
entrepreneurial in the global economy

allad) ALaiBY) B ay Ldall JS) (6K 5 ) ghliia & S JA) candig o J ol amal) o



Enterprise Development Industrialization of the 1990s N A
Gl B adaill Ay gal) dpalill )

= Singapore’s strategic objective was to elevate indigenous labor force skills
standards in selective industry sectors, enabling a new global competitive edge

doliall clelad L& julaal) 4] dlalad) o Bl Cf jlga ad o 5 gdlaias Al u) Ciagl) (S
Agallal) Bagaa dpeadlil B e (Sl AilET) g

= This new industrial policy direction abandoned the attraction of foreign
Investments on the basis of cost advantage alone and differentiated Singapore
in terms of total value-added output of business activities and services

B bl o Lial) e i) ia deliall Auluadl A saadl ol 1 oo JAaY
4 jlatl) Aaddl) (e Adliaal) dadl) Jlaa¥) il dua e Adiliia 3 gdlaiu g Laa g 44l
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= Since Singapore’s domestic market was too small to support further economic

growth, the government embarked on programs to develop an “external
economy’’ and encouraged Singapore’s firms to venture abroad

a3 B Aa gSal) e i s LatB) gall) as 8 5L 3 1A | e S Antaall 5 guad) 5 g3ladu Aia
(GalSCN T : ps 3
AN 83 paliall o 4 ghlaiad) S pad) auadi g Mdsa A ML)ty glatl



Enterprise Development Industrialization of the 1990s N
Ciliaadl) A adaill 4 sal) 4paiil) )

= Government agencies mounted an aggressive regionalization drive to export
the products and services of Singapore’s firms to other parts of Asia

) B sdlia B cils pall cilaadd) g cladiiall il A gl 4y gga CVIS g Alaa dagSal) il
Ll (0 AT 5150
= The regionalization drive was supported by jointly developed Singapore-

modeled industrial parks and clusters in partnership with local authorities in
parts of China, India, Indonesia and Vietnam

Cile gana pa ) AAYL A g8 ) gladi )& o ilaal) fra ) (ol B & e i g
alitd g Ll gai) g digl) g Craall (10 £ Ja) (2 dadaall cllabid) pa 4S) )l g dslna

= Learning from the experience of MNCs, Singaporean firms were located in
these countries to enjoy economic factors of production and to explore new
markets; these efforts were timely, as regional economies had begun to adopt
open-door economic policies

Lail) cpa lalid) sl 8 Al ) gdlaiiad) el ) Al g ccilidial) Badatial) CulS &) Ay Al e aladl)
« & ‘
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Enterprise Development Industrialization of the 1990s N
Ciliaadl) A adaill 4 sal) 4paiil) )

= With freer trade since early 1990s, the challenge for Singapore became the
development of highly productive and capital-intensive industries , as wafer
fabrication plants, pharmaceutical manufacturing plants, etc..

Cileliall ok B3 ) gblaiu Al g1 oAl aail) maal 9 ccilimadl) allaa a3 jlail) ol aa
A 90 ailiaa (il pdd) aosieal Ll g il Jladl ul g g Allad) Aplisy)

= Thus, enterprise development industrialization created for Singapore’s
firms new opportunities to increase their industrial growth potential, build
international network of industrial assets, and increase its real per capita
income, which matched that of most EU countries

Salll Ao gt 508 3aL 3 Basaa (e 8 4 ghladd) clS padt IS datil) il A3 ¢13S8 g
QY Gy A ca B L AGal) JAaN Bl g s livall J sl (e Ad 93 A0l £l g ¢S Lal)
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Knowledge Economy W
43 pal) Alatd| )

= Now, Singapore’s industrial policy direction is moving towards the
transformation into a knowledge economy, that builds upon own innovations
rather than on those ready-made innovations of others

A (A Al Ad mal) aB) ) Jgatl) gad dady e liall dadaad) B ) gdliia sla¥) ((yY)
O AY) 3 alad) il i) Al do 58 5l e Yy dualdld) ol i)

= This new direction is occupying the minds of industrial policy-makers in most
developing countries

Ggalll) L) alina b Leliaal) ciladuad) adal g Jsie JDal g8 wiaal) slay) 12a

= Public sector institutions and firms in Singapore have traditionally focused on
investment in physical assets such as sophisticated machinery and high-tech
equipment, and were slow to recognize the critical importance of knowledge
assets

Aalall J gl A Jlaiia) o Laalds § ) ghlaie B S pal) g alad) £ UsR) Ciliw3a S ) 88 g
Aacdad) dpaally Gl oY) B Aigday culS g AR Lin o) 93K 9 5 glatiall cilanall g YY) Fia



Knowledge Economy W
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= Singapore has gradually been focusing on high value-added activities in
manufacturing sector while expanding knowledge and skill intensive
activities

o 5 aa aiiall) plad B Adlal) ddLiaal) daddl) cld Ay Jo 58 Al af Loy a0 8 ) dladia
A8 ddaiil) 5 jlgall g 48 gl

= Also strengthened its services sector by creating knowledge intensive skills
In accounting, marketing, legal services and management consultancy

G gil] g Aplaall Ciladd (8 ASal) 43 mal) &l jlga (314 DA (e pUARY) Lgiladd e LaS
51a) A gilAl) ) jliia) g

= To show the context of Singapore’s economic development, a profile of its
macro-economic indicators is summarized in the table below

o ASY By ) pdige (o daal (adly g b ) gilada B AalaiBY) Aradil) (gl Jled3Y
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New Wave of Industrialization A
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= Singapore recently concluded the Free Trade Agreements (FTAS) with the
United States, Japan, Australia, New Zealand and the European Free Trade
Association

Ll siad g cilobal) g Basiall ¥ ol aea B yad) 5 o) il U 3 ) ghlaiun (B ) A ga catid)
A 9,99 Bad) B sl ddayl 59 Iaily 5 gl g
= With better protection of intellectual property rights (IPR), Singapore’s new

wave of industrialization is increasingly inclines towards developing an
innovation-driven economy

93 ) e IS Jaay aolaaill) B gdlides (pa Basaa A ga oAy KAl ASlal) (g gBat Julad) Aglan e
LeS g L) alaid) gl



Macroeconomic Indicators for Singapore
5 stladeal S aluat8y) < i ga

= Gross Domestic Product? (GDP)..........cccovvivvinnnne. 84.9 billion
» GDP PerCapita.....cccooiiiiiiiiii i, 21,814

= Real GDP GrowthP 5.35%

= Real Growth in Industrial Production® 8.8%

» Export of GOOdS......ooiviiiii 114.6 billion
= Growth in Export of Goods® 4.28%

= Direct Investment Flows Inward............................. 7.22 billion
= Overall Productivity Growth..................coooiiin, 4.448%

= R&D Expenditure Per Capita .............coooiiiiiiinnnnin. 384.8

a. Estimated at constant prices (and exchange rates) of the year 2000
b. Computed using local currency and constant prices
c. Estimated based on average annual % rate of growth 1990-2000

d. Computed based on % change of exports in US$

Source: Adapted from World Competitiveness Yearbook



Import Substitution Industrialization = A
eiail) il g JSa) b

= During the 1950s, both South Korea and Taiwan, opted for ISI policies, with
multiple exchange rates, high levels of trade protection, and repressed
financial markets

Sl ad aa (il ) ol JHla) Cladaad () 52l g 4.\.13.:;1\ LusS Oa JS Ul caliadd) A
uySd\de‘dMU g jladtl) Alaadl e dddle ul.\ymj (i pal)

= By the late 1950s, each country had exhausted the ‘easy stage' of import
substitution. This, together with the impending reduction in US aid - which
had been the main source of foreign exchange for both economies - led
policy-makers in the two countries to alter their economic strategy and adopt
export-oriented policies

2o ia i o) s Al sl Sl rdled) MAJAS\" Cra Al S alati uM\JAU\ Cra
XA 4.\“‘.\314 ‘\.H.A\!\ Clarll o ) jaal) il Al - MSAJAY‘ s Lusal (_,3 g uadld
Y IR Mh.u Alalie by dualai®y) Letbas) i) el cpatl) ‘_,A Sl u.ub.a ) - Sl

Source: (Rodrik 1995);



Export- led Economic Growth 2
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= These policies included the unification of exchange rates accompanied by
devaluations, various other measures to stimulate exports (including duty-free
access for exporters to imported inputs), higher interest rates, and some
liberalization of the import regime

Sedatl A8lAa 5 A i g cdlaat) Aad (aa8A0 ABY) 4y (i pall jlaad a8 cilubuad) sl culadi g
oAl Jl.:.ui gt.i:u\ ‘(84”3“.4\ )| EQPA| UJ‘ CEJMASS gSJA; ;&9! S gé LA,i) Q\JJLAS\
3 i) ald 2l lan g

= These measures plus a broadly supportive policy environment (macroeconomic
stability and public investment in infrastructure and human capital), caused
exports to increase in mid-1960s, each specializing in production based on their
comparative advantage, resulting in rising incomes, investment, savings and
productivity

o aladl L) g ASY) alat®y) ) i) awl g (dUad Jo dasta ddy ) ABLGYL il oda
iaina agia JS cciliiiad) chuatia B <l jabal) 34l b G (5l Jlal) (il g Aiait) 404
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Multiple Exchange Rate Regimes = A
i) et daaiY) ass .

= The single currency peg (SCP) system was established in May 1964, .
According to which the Korean Won was pegged to the U.S. Dollar The
Korean government set the lower limit of the Won's exchange rate and did not
allow commercial banks to trade foreign exchange certificates below this
limit. (Stefan)

%JJSS\M\MQJQJ&Q@&M419643'4&‘5533&\%3\%‘@)?@%&@3
& i) zrand al g pall jrad SaY) 2ad) 4y oS da gSall Gt | S0 el Y gall Jilda
(OUitia) aa) 138 (e J8) clalgad Apialy) cileald) § el 4y ol

= |n February 1980, the peg to the Dollar was abandoned and a floating
Effective Rate was established. After 16 years of SCP system against the

Dollar, the multiple currency basket peg (MCBP) system was introduced to
Korea in March 1980

alii o lale 16 2 Jlad alle raw (il g Y gally Adead) Jay ) e (ARSN a5 1980 a8 B
1980 be Lot AUBIMICBP) ) ko) Basatia clae Al JA) a3 ¢ N gal) J18SCP



Multiple Exchange Rate Regimes = A
i pall daaty) aand )

» The Effective Rate was linked to the Special Drawing Rights in combination
with a basket of currencies of South Korea's major trading partners, namely the

U.S., Japan, Germany and Canada
QJJSSO:‘:‘JM‘ 4;-15)«5'43\ O las w&@%&\%uw\w\éyudﬁgh,ué
IS 9 Lidlall g Claball g Baadiall ¥ ol (R g (5 Sl A giad

= But other policy factors were also considered in determining the value of
Korean Won. Starting from 1989, the exchange rate of Korean Won was

allowed to fluctuate within a percentage range against the basic rate

i e sl gans (1989 ale (e Isdy 4 g8l Alaad) dad aad B (5 A dpibian Jal go A cils
(b Janal) e (glad JAN QAN 8 o )9Sl o g4l

= |n March 1990, the Effective Rate was replaced by a Market Average Rate
(MAR). A managed floating exchange rate regime and the exchange rate was
determined by the market forces in the interbank market, the Seoul Foreign
Exchange Market
o aldai B 1a) ans af g Alaad) dagll Jacu gial) Janally Alladl) Aagdl) Sl a3 <1990 (uba (2
Aial) cdleal) J e (5mug & sial) (i e (G gmal) (5 98 (o ddaa alle i e



Multiple Exchange Rate Regimes = A
i pall daaty) aand )

= Under the MAR system, the fluctuation of the Korean-U.S. spot rate was
restricted within a narrow band. The Central Bank of Korea limited the banks
from quoting rates too close to the upper or lower limits of the band and the
fluctuation range in the interbank market was widened from 0.4% to 2.25%

during 1990-1995

Cranda Bandiall ciliy o) g 4q ) oSt bl i el s QAN | patia S (MAR alail) Sl 8
9 L) 3 gand) e aa A B N ara (8 DI L e8 (e giall) (g 38 pall i) pually | uda (glbad
YA 72,25 N 70.4 e st G e G (A il (Ul g gt a9 A8 AN (e il
1995-1990 3 5l

= De jure dollarization (full dollarization) happens when a country adopts a
foreign currency as its sole legal tender, and ceases to issue the domestic
currency. Another effect of a country adopting a foreign currency as its own is
that the country gives up all power to vary its exchange rate

A oAl Aleas Lia¥) clead) A ga A Latie duaay (ALals) 540 gall) 5 )1 gal) () gAY} aSay
lgilanS Auial) dland) slaief Al cpa AT 00 ddaall Aland) jlaua) (o i g g Baua gl
AT pual) jra o 5080 DU aras oo A48



Role of Technology in Industrial Development I
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= There is a small number of countries adopting a foreign currency as legal
tender . For example, Panama underwent a process of full dollarization by
adopting the U.S. dollar as legal tender in 1904

ol (Ul Jasw Ao Ay o318 AlaaS Ayial) dlaad) o addad Al Glald) cre Julb 2e Ui
1904 ale 3 4355318 dleas S5 pa¥) Y gall slaic ) DA (e ALaLSY 5 ) gal) Aland Lady

= Kim examines the pivotal role that technology development has played in
South Korea's dramatic transformation over the last three decades from an
economy based on subsistence agriculture to a highly-industrialized economy

1S ot Jeanll Ay giall Ly e8 gkl (8 L ol i) Al (A1) (g ) gaall ) gall J glily auS
Lelall e o) ) dilsl) de ) Jo adiny SuaiBl e cdpdalal) DAY 3 glal) s

= Kim identifies a patterns in which Korean firms acquire foreign
technologies, assimilate and improve these technologies, and, eventually,
invest in their own research and development

o3 Clafiadl (et g Ayia¥) il ol g3S3) CuuaiS) A Ay <)) S pl) Jalad) daay axS
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From Imitation to Innovation .
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= |n the introductory chapters, Kim establishes a theoretical context for
analyzing the dynamics of innovation, defining technology as a collection of
physical processes to transform inputs into outputs, as well as the knowledge
and skills required to carry out these transformations

L 5! 93 paat g ¢ LSS cilpalisd Jaladl g BN Glud) puday anS cAgdgall) J guaill 8
il lgeall g i jlaall (e Db il die ) cOE ) Jy gait Al a8l cilbead) (pe AS gaa g
<Y gadtl) sl Ldtil da DU

= |n the first part, he explores the roles of public policy and the socio-cultural
environment in setting the stage for Korea's technological evolution

Gkl a3 AR o Ao Laia) Al g dalad) Aulpead) ) 53 Gy 431 JB (J g¥) £ 50l B
LusS (A sl ) ghal

= |n part two, he draws on extensive case studies from large companies in a
variety of manufacturing industries, to illustrate patterns of technological

development in the private sector.



Management of Innovation and Change %
il g L 30 ‘

= |n the final part, Kim considers the implications of Korea's experience as a
potential role model for other catching-up countries

s AY) Glalall Jainall jgall 7 galS L) eS dypad o A hall JEY) ey oS« pAY) ¢ Jall
Sl (glall

= This work is part of the Management of Innovation and Change Series at
Harvard University

38 ) daaly A il g SN Aludes 3 13) (e 55 9a Jand) 1y

Source: (Kim, 1997)



Empirical Evidence of Industrial Policy 2
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= What are the underlying rationales for industrial policy?

4 e liall dubpdl Lpula) o153l A L

= Does empirical evidence support the use of industrial policy for correcting
market failures that plague the process of industrialization?

dles Lgda Alad A1) (§ gead) CBUA praanal! e Lial) Abpad) aladind &6 A sl 4890 Ja
¢ aiatl)
= A survey of the analytical literature on industrial policy and review of some

recent industry success stories will reveal a limited role and impact of
industrial public interventions

Slall Jial) b rladl) jawd (any () il g 4eliall clabadl el S8 s ellia g
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Empirical Evidence of Industrial Policy 2
e lial) Al 4y it AaY) b

= Many developing nations failed in applying conventional economic policies
described as the Washington Consensus (IMF, World Bank, US Treasury)
Ohidl g glaaky 48 g mall dgauliil) 4palai®y) Cilubuad) Gaadal L8 dalil) Jgal) (ra Byand) b
(RS pa¥) Alal) 351 595 ¢(od 9l SLil) g o S gal) B3 5 gaiuaa)

= Some countries that followed the pristine form of this consensus, and others in
East Asia incorporated most of its components and experienced strong and
rapid growth for more than thirty years, interrupted by a brief and sharp
recession during the period 1997-98 and succeeded in getting out of it

| sl g 5 gl 5Sa akana cha )l Ll (3,3 3y 5 (Ohaid) g plan) caail Al bl s,
) a 98-1997 538l JA Ala g el 28 ) peay i 53 clale (S (g SISV Lag poa g 8
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Sources: (Pack and Saggi, 2006); (Williamson, 1989)



The case for industrial policy: a critical survey X\
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= Does the current policy sphere of the international trading system allow
developing countries to chart their own course of industrial policy?

o) W e an )l doaldl) oylatt ey ‘_;JJAS\ gl el.z.m dallad) Aubud) Jlaa JA
fds liall duluwlt
= |t is clear that developing countries today have to contend with several

multilateral agreements that the developed countries did not have to in their
early stages of development
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= Are the WTO constraints too restrictive to allow developing countries to
chart their own course to economic development?

femal g <l oSoall 5 cBla ) Jia dallad) 3 jlail) daliia culBUES) Lguda ji5 3l Jay) gun g 3 58 Lgaad
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Multilateral Global Governance .
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= Answer: The evolution of the multilateral global governance system and

policy environment, backed up by WTO dispute settlement procedures, places
new constraints on pursuing isolated national policies

4 gudi Cile) ) dageda cApulaad) Al g i) plaY) ddaiall allad) aSal) aUS ) gl 1) gl
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= Private sector agents, often from abroad, were the drivers of growth in the

Indian software industry, special economic zones of China, and clothing
industry of Bangladesh

Claaa yall Z.;uadmga}uﬂ&sﬂ\ B oAl il (z AT e LIS g aldd) pUadl) IS
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Sources: (Pack and Saggi, 2006) (Succar, 1987)



Global Industrial Networks .
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= The governments of In India and Bangladesh neglected needs of the
manufacturing sectors

4ab gadl) cilelial) clelad cilalia) (aaMady g digl) 8 cila s culaa

= China played a positive role by imitating Singapore’s success in supporting
special foreign investment zones provided with modern infrastructure ; most
of the earlier investments came from overseas Chinese

HiaY) L) (ghlia Lald aey B 5 giliiu plady 4pdil) YA (ha Lulagl )93 (ueal) Cun
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Global Industrial Networks %
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= The recent ascendance of global industrial networks that dominate the
sectors in which LDCs have in the past had considerable success, implies a
further limitation on the potential role of traditional industrial policies

Apalll) Glal) A cileUadl) Jo jhaad Al 5 dY) 4 gY) A dralladl dsliall clSull) 3 graa
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= |n general, there seems to be little empirical evidence for an interventionist
industrial policy despite the existence of market failures which justify the
design and implementation of industrial policy

B 30 9 a8 ) JAN) Lo lial) dulbpad! Ly jail) A0y e Ju8Y SUia ) g ale JSi
@M\:\MM\ MJMJJ!G(;:"“ (8 geddl



Innovation Driven Economy Y.
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= The debate on industrial policy-making continues to revolve around:

1dea Lo JV s Y s lkall clabaad) Jga (A
1. How the total factor productivity of industries may be improved rapidly;
Ao yuy cleliall U Jal gad A Aqlily) Cpawad (Say S B
2. How changes in the structure of industries can be implemented efficiently
Boli; cleliall JSa (B ol it LAT (Say (S
= \What constitutes an approach of effective industrial policy-making?
Sl ) AN Al A Jlad dulw s IS4 e

= One approach is that governments should concentrate on providing a
functional framework for private sector industrial development and leave it to
market forces

Shial) Galdll pUadl) Lpaill Lidig Ul jd g o 358 O Al clagSall 0 ga gmaliall aa)
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Innovation Driven Economy Y.
S o daday d) dlaiy) b

= Advocates of pro-market forces for industrial policy seem to favor selective
intervention, as the most successful achievements of industrial policy have
taken place in economies where selective intervention has been the most
pronounced such as in South Korea and Taiwan

ASY @l ady) oY AEY) Jaal ¢ sliady e lial) Aubudl (aldl) gULR) ) gal G sall
9 LS lagag JiS) ols ALY JAatl) dua clalaBy) L8 chaa Lo liuall Aulud! lalad
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= Due to growing trends towards enhancing global competitiveness through
innovation with the private sector as a principal engine of industrial growth, a
shift to private sector-led, innovation-driven industrial development appears
to offer the answer

Galll) pUadll aa SN MR Cra drallad) dpadlinl) 3 a8l 3 5a0 sad cilalady) A il ) Al

daalill o gaw (paldd) pUadl) BalE ) Jeaill g ¢ eliall gaill i ) & jaal) o licl
Gl sadl A s sy o Saaiaal) dsliall

= (Adler, 1989; Padmanabhan, 1993)
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= But to most bureaucrats, it seems that the market economies in developing
nations were not, in general, optimally efficient and that there was a
significant role for governments to play in effective industrial policy-making

dday ccaund dgalil) Jgall gﬁ Bgeddl clbabat®) o)) ¢aadal 3 g sl @MJA& OSdg
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Porter’s National Competitive Development WP
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= To shed light on the effectiveness of industrial policy-making, empirical
studies on the contribution of aggregate economic growth attributable to
industrial policy place things in perspective

I3 T A el A 2l cila ) (dpelial) clulud) Adled o ¢ guall Jaglea
ALY LBy gal A e lial) Al

= According to a World Bank Study on the manufacturing sectors of
developing nations, it was reported that the increase in GDP growth rates
induced by industrial policy reached about 0.5 % annually and was
assessed to be “hardly trivial”, but also not the “secret of success”

BN O gdd Aalil) Jpall & by gail) delial) cileUad b gl clid) W) el 4 yal g
L) B 0.5 sa caly Leliall clubud) e aalil) Jlaay) Aaall il gad e
glaill 4y Adua g (ud (S ALIE Apan] il Adly danill 5 a9 Ligin

(Stiglitz, 1996)



Porter’s Four-phase Model of National Competitive Development S\
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= To better understand the meaning and importance of an innovation-driven
economy within the context of the debate on effective industrial policy-
making, we examine Michael Porter’s work on “The Competitive Advantage
of Nations™

Glabuad) dllad Jga (ELAL) o asa i) o) 3 ga g Asar) g Fral Juadl agd )
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= Michael Poter’s Four-phase Model: Jeasall Jal el B s JSila
1. Factor-driven Phase U ol g jan Jule
2. Investment-driven Phase A sal) 1S jan lafiin)
3. Innovation-driven Phase U sal) g8 jan iyl
4. \Wealth-driven Phase U sal) g jan 5 5 A
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Porter’s Four-phase Model of National Competitive Development %

= According to Porter’s (1998) classification of economies by a four-phase
model of national competitive development the overriding consensus is: if a
country aspires to become a developed nation, it must transit to the
Innovation-driven category

) (380 g5 dpiba o) Apedlinh) dalil) Jal s ) (e Zagad (e ) gy ClALaiBY) Ciliatl L g
Y sadda gl i Ad ) ) sand) g cAaniia Al g3 raay ) ek Ay S 1) 1 8
= With the ever-changing global economic landscape sweeping today’s world,

what should the primary focus of industrial policy be, to aid the economic
development in developing nations?

Al i) 308 A8l 0680 O Aty Laceallad) AL ) ey 3 pial) Apppdal) aa
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= Two aspects of industrial policy-making are important: the objectives of
industrial policy; and the transformation to the innovation-driven category

Cld Al ) Jsaill g s lial) dwlad) Ciln) ;daga s livall cilbubiad) Guil ga 0 sl
SIS gad da gl



Objectives of Industrial Policy e
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= One, the objectives of industrial policy in developing countries should aim to
achieve an accelerated pace of competitive and sustainable industrial growth
within an efficient framework of increased market orientation and private
sector-led development

By (A £ bl Baal ) Ciags dualil) plald) A e lial) dabad) Cilaa) ol Auda g caal g
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Waghy Al Galdll

= Two, these objectives would be inevitably met if a country seeks to transform
Its economy to the innovation-driven category by purposively planning its
industrial policy to have a primary focus predominantly rooted in innovation

Imperatives
LY sad dn g5 cld Ad ) oabuatdl 3y gacl L) e 13) COIAAY) o3 (Gafad Lada aliaas ¢y
sy u-k‘— Ll BLVBY gﬂ\ 3\,391&45‘ L.ul,y.d\ @453 3 guala JS0 Jadadl) MR e
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» These two aspects of industrial policy-making must go in parallel if the
intended economic outcomes in developing countries are to be fulfilled

AgalaBy) guiliil) (giati (b g cullS 13) Lo lial) ciludsad) (pa Guailad) Cd 6 ) s o) g
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= The backdrop of innovations accountable for the world’s highest growth
areas (information and communication, and biomedical technologies, for
example) in the most competitive global markets (such as the United States
and Japan)

(a9 il glaall) allad) A galll eV e Jdof o A gl cl i) 4418
Jia) Al Y dpalladl 3l gud) B A (Sl S Ao Ay gaadl ddall cilin ol giSil g
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Stiglitz, Whither Reform =Y A
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= Part I: Misunderstandings of Market Economies
G o) CILaBY agdl) ¢ g 1Js¥) 5 Jad

= Part II: Misunderstandings of the Reform Process
zoay) Aaland agdl) & a1 AL £ 5ad)



Part I: Misunderstandings of Market Economies %
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1. Competition and Privatization daiiadll g Auslial)
2. Privatization Alternative Joal) dadadll
3. Creative Destruction GRS el
4. Social and Organizational Capital alaiill g o laial) Jlall il
5. The Post-Socialist Separation of Ownership and Control

B ] g AuSlal) ASI SEY) dr9 La Juad g
6. Reducing Agency Chains: Stakeholder Privatization
duaiadl) dalaal) Claal s g Jodla (pa aal)
7. Restructuring and Bankruptcy Y 5 Ayl Bale)

1. Restructuring through Decentralization
43S a3 A (e Algia Bals)



Part II: Misunderstandings of the Reform Process %
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1. Sequencing and Pacing of Reforms cladiay) As gy Jeadeail

2. The Grabbing Hand of the State; the Velvet Glove of Privatization
duaiiadll dladal) ¢l JUEEY ¢ (Al gall A< Lall Wl
3. The Modern Debate: Shock Therapy versus Incrementalism
Z oA e dadall zolal) rdianl) A8

4. The CDF and The Presumption for Participation s CDF 48 jLéwnll 44 A



Privatization A
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= Historians may well wonder how the programs implemented by the architects
of the Russian privatization could have led to the present system of economic
oligarchy and disorganization

) ) B A g ) dadiadll fpaaaall B (ra BAALA gl il o)) S 0 5A 5all Jeludy B
a5l 5 AgalaiBy) 4S jlad g (Al aUa

= The grabbing hand theory sees the state as being irredeemably corrupt, while
the private sector is viewed through rose-colored glasses

oaldd) gUall) ) ik cpa B cadla JS Badld Ll o Adgall (o s 3iud) 4y lai Al (g
A32,9 i U A (a

= Yet the resulting program of transferring assets to the private sector without
regulatory safeguards ("depoliticization™) has only succeeded in putting the
"grabbing hand" into the "velvet glove" of privatization

(o2 Jadd o 08 4 e il cililada (g3 aldld) gUall) ) J gual) JAI e geilil) geald )
dadiaill" ' adal) SUERN™ & MedlalN) Al g

Source: (Stiglitz, 1999)
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= What have we learned? Some of the most telling lessons relate to the
political process itself

Ll Aol Alandly (3lati | st SY) (g pal) (lany Tolialad ) La

= One of the problems in the theory is that the interest groups do not sit still in
the midst of the reform process

dlas adad b o0 48 gie Ll Y pllaal) cilelan o 9o 4y a3 3 JSUil) (e Baal g
)

= And the reform can create new political forces. The early reforms, the "low
hanging fruit, can create new interest groups, often associated with the
reformers, who in turn would block the later reforms

s L) A B L™ g (3 Saal) cladladl (Say Basaa dpliw o 88 (1A 3 (S g
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daiaill )

= For example, it might seem easier to start privatizing banks to domestic
groups. Those new domestic private banks would then try to stabilize
themselves before opening the second batch of banks to foreign competition

Baaad) & i) dlli p Adaal) cilelaad) ) & gl dadiad paud Sgoul gan 38 (JUal) Jaas Ao
Adlial) alal i jlaall (pa AU Aadal) b J8 Lgud i Jglad ol (e dalaal) dualdl)
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= The problem in the strategy is that the private groups owning the first
privatized banks will use their political clout to prevent the foreign sales or

entry
glall) b daiiadal) d giadl d<laial) Laldd) cle ganall O ga dadi) Aa) oda B A
Goadl ) Jsdall i cuilal) clage adal cabad) Wl gl 20300 G g il

= Many countries, in effect, adopted the policy to "privatize now, regulate later"
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Privatization A
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= Turning early privatizations into an unregulated environment created the
Incentive to block the later attempts to regulate or encourage competitive
Industrial markets

GaY cdg B e glae 4 adad JBad) 318 daBiia 8 diy B S cdg b dadadl) Jygal
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= While privatization was supposed to "tame" political intrusion into market
processes, privatization provided a new instrument for wielding greater
power and control in economic, financial, and political spheres

il ¢ g gaad) clalas B o) JAN) " a9 5" Aadiadl) o) G skl Cre OIS (s A
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Thank you

Note: A CD will be provided to all participants which will include all
sources utilized in researching the topics of the workshops



